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Students’ Department
Edited by H. A. Finney.
INSTITUTE EXAMINATIONS

[Note—The fact that these solutions appear in The Journal of
Accountancy should not lead the reader to assume that they are the
official solutions of the American Institute of Accountants. They merely
represent the personal opinion of the editor of the Students’ Depart
ment. ]
AMERICAN INSTITUTE OF ACCOUNTANTS
EXAMINATION IN ACCOUNTING THEORY AND PRACTICE
Part II
November 17, 1922, 1 P. M., to 6 P. M.
The candidate must answer all the following questions:
No. 1 (27 points):
The XYZ Chemical Company manufactures one main product
only, known as “Saltero,” and a by-product, known as “Scrapto.”
From the following information, calculate the profit per ton
(2,000 lbs.) of Saltero on every ton sold:
Saltero sells for $600.00 per ton. The selling and administration
charges are 20% of the selling price. This product is made from
three ingredients, N, O and P, in the following proportions and at
the following costs:
N 20% cost $100. per ton
O 30% cost 50. “ “
P 50% cost 30. “ “
Handling and storage charges amount to 10% of the cost of each
ingredient.
The plant is divided into five manufacturing departments, of which
A, B, C and D are engaged in the manufacturing of Saltero and E
in the recovery of the by-product, Scrapto.
The following table shows the cost of direct labor per ton of
product handled and the percentage of department factory expense
to the direct labor:
Percentage of departDirect labor mental factory expense
Department
per ton
to direct labor
A Mixing .................................
$25.00
75%
B Furnaces .................................
12.50
300%
C Washing & drying ..............
15.00
100%
D Grinding & packing ............
50.00
50%
General factory expenses that cannot be charged to any one de
partment amount to 50% of the total direct labor.
In department B there is a yield of only 75% of Saltero from the
tonnage of the ingredients mixed; the other 25% is treated in depart
ment E and one-half of this 25% is recovered as the by-product,
Scrapto, the other half being entirely waste.
A net profit of $40.00 per ton is made on the sale of Scrapto after
all expenses of every kind are charged against it. No charge is made
against Scrapto for the raw material from which it is recovered.

Solution: Since there is a shrinkage of 25% in department B, four
tons of materials must be started in department A to get three tons
of Saltero; and the one ton of shrinkage in Department B becomes
one-half ton of Scrapto.
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Statement

of

Production Cost

Three tons of Saltero and one ton of Scrapto
Materials: (Four tons):
N : 4 x 20% of$100.00 ....................................
$80.00
O: 4x30% of 50.00 ......................................
60.00
P: 4 x 50% of 30.00 ......................................
60.00

Total ....................................................................
Add 10% for handling and storage .......................

200.00
20.00
----------

Department A:
Direct labor ........................................ 4 x $25.00 100.00
Dep
artmental factory expense ... 75% of 100.00
75.00
General factory expense .............. 50% of 100.00
50.00
---------Department B:
Direct labor .
4 x $12.50
50.00
Departmental factory expense ....300% of 50.00 150.00
General factory expense .................. 50% of 50.00 25.00
----------

$220.00

225.00

225.00

Total cost of four tons through Dept. B and three
tons passed to Dept. C ....................................
670.00
Department C:
Direct labor ........................................ 3 x $15.00
45.00
Departmental factory expense .... 100% of 45.00
45.00
General factory expense ................ 50% of 45.00
22.50
---------112.50
Department D:
Direct labor ........................................ 3 x $50.00 150.00
Departmental factory expense .... 50% of 150.00
75.00
General factory expense .............. 50% of 150.00
75.00
---------300.00
Total cost of three tons of Saltero, and the material
and Dept. A and B cost of one-half ton of Scrapto
Deduct profit on one-half ton of Scrapto ....................

1,082.50
20.00

Cost of three tons of Saltero .......................................

1,062.50

Cost of one ton of Saltero (⅓ of $1,062.50) ..............

354.17

Statement of Profit per Ton of Saltero
Selling price per ton ......................................................
Deduct cost per ton .......................................................

Gross profit per ton ......................................................
Deduct selling and administrative expense per ton
(20% of $600.00) ............................................

Profit per ton ..................................................................
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$600.00
354.17

245.83
120.00

$125.83
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Profit on the sale of a by-product may be treated as a deduction
from the cost of the main product, as was done in this solution, or
it may be separately shown in the revenue statement. The first method
is adopted here because the by-product is not charged with any por
tion of the cost of the raw material nor with any portion of the costs
in departments A and B. Hence the profit of $40.00 per ton on the
by-product is not a true profit but is rather a recovery of a portion
of the cost of materials lost in shrinkage.
No. 2 (30 points):
On January 1, 1915, a company issued $10,000,000, 10 year, 6%
convertible bonds, interest payable semi-annually on July 1st and
January 1st. The bonds are convertible at 105 and accrued interest
into capital stock at par (100) and accrued dividends on any February
1st or August 1st after 1918, and balances are to be adjusted in cash.
The stock pays regular quarterly dividends of 2% on January 15th,
April 15th, July 15th and October 15th, respectively.
The bonds when issued were underwritten at 96 by A, B & Co.
bankers, and legal, printing and other expenses were incurred, inci
dent to the issue of the bonds, amounting to $100,000, which was set
up on the books, together with the bond discount, as a deferred charge
to be amortized over the life of the bonds. There is a provision in
the trust deed giving the company the option of calling for redemp
tion at 105, on any interest date after 1918, any part of the bonds then
outstanding (in multiples of $100,000) with the usual requirements as
to due notice, etc.
On February 1, 1919, $3,000,000 bonds were converted.
On August
1, 1919, $2,000,000 bonds were converted.
On February 1, 1920, $1,000,000 bonds were converted.
On March
1, 1920, $1,000,000 bonds were bought in the open mar
ket at 104 and accrued interest and thereupon cancelled.
During April, 1920, $1,000,000 bonds were called for redemption
on July 1, 1920, but only $990,000 of the called bonds were delivered
for redemption on that date and the balance of $10,000 was still out
standing at the close of 1921. The July 1, 1920, coupons were detached
from the called bonds redeemed and were separately paid.
(a) Formulate journal entries reflecting the above described
transactions with respect to the issue, conversion (February 1, 1919,
transactions only), purchase and redemption of the bonds. Provide
for a “bondholders’ conversion clearing” account to clear the conver
sion transactions and give effect, by journal entry, to the cash liqui
dation of the balances incident to those transactions. Also provide
for the following accounts:
“Accrued interest on convertible bonds.”
“Accrued dividends on capital stock.”
“Premium on convertible bonds.”
It is not desired that you set up the above suggested accounts in
ledger form but merely provide for them in your journal entries; make
a brief explanation of each journal entry, commencing with the words,
“To record the....”
(b) State the balance in “unamortized debt discount and expense”
at the close of 1918, 1919, 1920 and 1921, amplified by a summary show
ing how you have arrived at your answers and giving consideration to
the propriety of carrying, as a deferred charge, that portion of “un
amortized debt, discount and expense” applicable to called bonds un
redeemed. Prove the balance at the close of 1921 by an independent
computation.
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(c) State whether interest should or should not be accrued after
July 1, 1920, on the $10,000 called but unredeemed bonds. Would your
answer be the same with respect to interest on matured bonds out
standing?
(d) State when and how you would dispose of the “accrued divi
dends on capital stock” account and the “premium on convertible
bonds” account.
Note: In answering the above questions, take cognizance of years,
months and half-months and no other periods of time.
Solution: (a) Journal Entries

Entries for Issue of Bonds
Cash .................................................................. $9,600,000.00
Unamortized debt discount and expense ..
400,000.00
6% convertible bonds payable ..
$10,000,000.00
To record the issue of $10,000,000 of
bonds, underwritten by A, B &
Co., at 96.
Unamortized debt discount and expense....
100,000.00
Cash ............................................
100,000.00
To record the payment of legal,
printing and other expense inci
dent to the issue of bonds.
Entries

Conversion of Bonds into Stock
February 1, 1919
There is an element of uncertainty in the problem as to the cash
settlement with each bondholder. Is the cash settlement to each bond
holder to be based on the difference between the surrender value of a
single bond and the value of an equivalent number of shares, regard
less of the number of bonds held? Or if a bondholder owns several
bonds will he receive more than a pro-rata number of shares of stock
with a corresponding reduction in the cash settlement?
Assuming that the cash settlement is based on one bond, regard
less of the number held, and that the bonds are for $1,000.00, the settle
ment would be:
Per bond
Total
for

Bond .......................................................................
Premium—5% ........................................................
Accrued interest foronemonth—½% ....................

Stock—10 shares
................................................
Accrued dividend: 10shares at 33⅓cents...........

Cash settlement .....................................................
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$1,000.00 $3,000,000.00
50.00
150,000.00
5.00
15,000.00
1,055.00

3,165,000.00

1,000.00
3.33

3,000,000.00
9,990.00

1,003.33

3,009,990.00

$51.67

$155,010.00
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To illustrate how the cash payments would be reduced if several
bonds were held by one person, and if additional shares of stock were
issued instead of paying cash when the cash settlements, as indicated
above, exceeded the value of a share of stock, assume that all of the
bonds were owned by one holder.

Value of bonds (as in statement above) ....
$3,165,000.00
As each share of stock has accrued dividends
for one-half month at 2% per quarter,
or 1/6 of 2%, the accrued dividend on each
$100 share of stock is 33⅓ cents. There
fore the charge for each share of stock
will be $100.33½.
And $3,165,000÷
100.33⅓=31,544, the number of shares
issued.
Par value of shares issued ............................. $3,154,400.00
Accrued dividends—1/6 of 2% of $3,154,400 ..
10,514.67
---------------- 3,164,914.67

$85.33

Cash settlement ................................................

Thus it becomes evident that the cash settlement may vary from
$155,010.00 to $85.33, .depending on whether extra shares of stock are
issued instead of paying cash, and depending on the number of bonds
held by the several individuals. As it is unreasonable to assume that all
bonds are held by one person, the second alternative, allowing a total
cash settlement of $85.33 is highly improbable. And as there is no in
formation as to the number of bonds owned by the various holders, we
are thrown back to the first alternative.
Bond interest.....................................................
Unamortized debt discount and expense
To record the amortization of discount
for one month on $3,000,000 of bonds
to be converted into stock.
Discount and expense per million
per year ........................... $5,000

Discount and expense per million
per six months ............... 2,500
Millions converted ..................

$1,250.00
$1,250.00

3

Discount and expense for six
months on 3 millions ...... 7,500

Discount and expense for one
month on 3 millions ....... 1,250
Surplus ..............................................................
Unamortized debt discount and expense

141

88,750.00

88,750.00
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To record the writing off of discount and
expense applicable to future periods
on bonds converted:
Discount for 1 month on 3 mil
lions .................................. $1,250

Discount for 5 months (Feb. 1,
1919 to July 1, 1919) ...... 6,250
Discount for 5½ years (July 1,
1919 to December 31, 1924) or
11 periods of 6 months .. 82,500
Total ................................................ 88,750

Bond interest .. .................................................
Accrued interest on convertible bonds
To record the accrued interest for one
month at 6% per annum on $3,000,000
of bonds to be converted.
6% convertible bonds payable .......................
Accrued interest on convertible bonds...........
Premium on convertible bonds .....................
Bondholders’ conversion clearing ac
count ...................................................
To record the credit passed to bond
holders’ account for par of bonds to
be converted into stock, for accrued
interest for one month, and for 5%
premium.
Bondholders’ conversion clearing account ..
Capital stock .......................
Accrued dividends on capital stock ..
Cash .......................................
To record the issue of 10 shares of stock,
par $100, for each $1,000 bond con
verted. Settlement made as follows :
For each bond: par ................ $1,000.00
Premium ............................
50.00
Accrued interest ..............
5.00
Total credited for bonds..

1,055.00

Stock—10 shares ..............
Accrued dividend-$.33⅓x10

1,000.00
3.33

Total charged for stock ..

1,003.33

Cash settlement per bond
Multiply by number of bonds

51.67
3,000

Total cash payment to
bondholders .......... $155,010.00
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$15,000.00

$15,000.00

3,000,000.00
15,000.00
150,000.00
3,165,000.00

3,165,000.00
3,000,000.00
9,990.00
155,010.00

Students’ Department
Entries

Redemption of Bonds
March 1, 1920
Bond interest ....................................................
$833.33
Surplus ..............................................................
24,166.67
Unamortized debt discount and expense
To record the writing off of the discount
and expense applicable to future
periods on bonds redeemed.
Discount and expense per six
months per million ......... $2,500.00
for

Discount and expense from Jan.
1, 1920 to March 1, 1920—
expired period, to be
charged to interest .........

$25,000.00

833.33

Discount and expense from
July 1, 1920 to December
31,1924—unexpired period—
4½ years ................... 22,500.00
Discount and expense from
March 1, 1920 to July 1,
1920—unexpired period—4
months .......................
1,666.67
Total charge to surplus $24,166.67

6% convertible bonds payable ....................... $1,000,000.00
Premium on bonds (or surplus) ..................
40,000.00
Bond interest......................................................
10,000.00
Cash ..............................................
To record the purchase and cancellation
of bonds:
Par ............................................. $1,000,000
Premium—4% .........................
40,000
Interest for 2 months at 6%
per year ......................
10,000

1,050,000.00

$1,050,000

Entries for Bonds Called
as of July 1, 1920
Bond interest .....................................................
$2,500.00
Surplus ..............................................................
22,500.00
Unamortized debt discount and expense
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$25,000.00
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To write off the discount and expense
applicable to the bonds called:
Discount from Jan. 1, 1920 to
July 1, 1920—1 period.... $2,500.00
Discount from July 1, 1920 to
Dec. 31, 1920—9 periods .. 22,500.00
Total ......................................... $25,000.00

6% convertible bonds payable ....................... $1,000,000.00
Cash ......................................................
Called bonds payable not surrendered
To record the delivery of and payment
for $990,000.00 of bonds, and the call
and non-delivery of $10,000.00 of
bonds.
(b) Amortization

of

$990,000.00
10,000.00

Debt Discount and Expense

Bond discount ...........................................
Expense ......................................................

$400,000.00
100,000.00

Total.............................................................

$500,000.00

Or $50,000.00 per million of bonds for 10
years.
Or 5,000.00 per million of bonds per year
Or 2,500.00 per million of bonds per six
months.
Total to be amortized (as above)..................
Amortization for 1915, 1916, 1917 and 1918—
four years:
4 (years) x 10 (millions outstanding) x
$5,000.00 ........................................

Balance: January 1, 1919 (or $30,000 per
million) ...............................................
February 1, 1919:
To bond interest: 1/6 of 3x$2,500.00...
To surplus .................

$500,000.00

200,000.00

300,000.00
1,250.00
88,750.00

90,000.00
210,000.00

Balance unamortized .................................
July 1, 1919:
To bond interest: 7x$2,500 ...........

17,500.00

Balance unamortized (or $27,500 per
million) .......................................

192,500.00
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Aug. 1, 1919:
To bond interest: 1/6 of 2x$2,500.........
To surplus: 2x$27,500=.......... $55,000.00
Less amount charged to
interest ................
833.33
Applicable to future periods

$833.33

54,166.67

137,500.00

Balance unamortized ................................
Jan. 1, 1920:
To bond interest: 5 x $2,500 ..................
Balance unamortized (or $25,000 per
million) .......................................
Feb. 1, 1920:
To bond interest: 1/6 of 1 x
$2,500 ...........................................
To surplus: 1 x$25,000=..........$25,000.00
Less amount charged to
interest ................
616.67
Applicable to future periods

12,500.00
125,000.00

616.67

24,383.33

Applicable to future periods

Balance unamortized ................................
July 1, 1920:
To bond interest: 3 x $2,500 ....................
To surplus: 1 x $22,500 ...........................
Balance unamortized (or $22,500 per
million) .......................................
Jan. 1, 1921:
To bond interest: 2 x $2,500 ....................
July 1, 1921:
To bond interest: 2 x 2,500 ....................
Dec. 31, 1921:
To bond interest: 2 x 2,500 ....................

Balance unamortized at December 31, 1921..
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25,000.00

$100,000.00

Balance unamortized .................................
March 1, 1920:
To bond interest: ⅓ of 1 x$2,500 ..
To surplus: 1 x $25,000........... $25,000.00
Less amount charged to
interest ................
833.33

$55,000.00

833.33

24,166.67

25,000.00
75,000.00

7,500.00
22,500.00

30,000.00
$45,000.00

5,000.00

5,000.00
5,000.00

15,000.00
$30,000.00
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Proof by Independent Computation
The discount and expense per million per year was ................
Millions of bonds outstanding December 31, 1921 ....................

$5,000.00
2

Discount and expense to be written off per year of remain
ing life ............................................................................... 40,000.00
Remaining years of life: 1922, 1923 and 1924 .............................

3

Discount to be written off (as above) ....................................... $30,000.00

(c) Interest should not be accrued on the $10,000.00 of called bonds
not delivered. Otherwise, the bondholders by refusing to deliver could
render the call agreement nugatory.
The answer would be the same with respect to matured bonds out
standing if they were not presented by the bondholders, for it is their
duty to make presentment. Interest would not stop if the holders
made presentment but were unable to collect.

(d) At the dividend dates, the accrued-dividend-account balances would
be disposed of by entries as follows:
Dividends
Dividends payable
2% on stock outstanding.
Dividends payable
Cash
Payment of 2% dividend.
Accrued dividends on capital stock
Dividends
To close the accrued dividends account.
Surplus
Dividends
To charge surplus with dividends paid, less accrued divi
dends compensated for at date of issue of stock.
The premium on convertible bonds could be written off to surplus
at once, or treated as discount on stock would be treated; i. e., written
off gradually. Since the discount applicable to future periods on bonds
converted is written off at the time of conversion, the premium on the
bonds is virtually discount on stock. But this would not apply to the
4% premium on the bonds called and paid in cash.
No. 3 (10 points) :
Under what conditions is it impossible to set up on the general
books, before the stock books are closed, the exact amount of divi
dends declared? Assuming these same conditions, is the maximum
amount payable under the resolution known before the stock books
are closed?
Answer: Since the amount of the dividend depends upon the amount
of stock outstanding and the rate of dividend declared, and since the
rate will be known, the only element which could be unknown is the
amount of stock outstanding. This might be unknown if the company
is selling stock through agents whose sales will not all be reported
until the date of closing the stock books. The maximum amount of
dividend payable could in that case be computed by multiplying the
total authorized issue by the dividend rate.
On the other hand, preferred stock retirements may be taking
place, under the direction of a sinking-fund trustee who may not re
port all retirements until the date of closing the stock books. In this
case the maximum dividend could be computed by multiplying the
stock outstanding at the last report by the dividend rate.
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No. 4 (10 points):
In auditing the accounts of the M. & N. Corporation for the
period ended September 30, 1922, you find the following items:
(A)—Bonds maturing November 1, 1922....................
$5,000,000
(B)—Cash on deposit with trustee to meet maturing
bonds as above .................................
5,000,000
(C)—Bonds maturing April 1, 1940...........................
7,500,000
(D)—Outstanding notes of $300,000 each, given under
an agreement to purchase for $2,000,000 the
land upon which the corporation’s plants are
erected. These notes are of equal amount,
maturing serially on February 1st of each
year ..................................................................
900,000
(E)—A claim against the company for damages
which, in the opinion of the corporation’s at
torney, will be settled for $35,000 ...
50,000
State how you would show the foregoing items on the balancesheet to which you would certify as of September 30 (October 1),
1922.
Answer: (A and B). The bonds are current liabilities in the sense
that they are to be paid in the near future, and this fact should be
brought out in the balance-sheet; they are not current liabilities, how
ever, in the sense of having to be paid from current assets or working
capital. To include the bonds among the current liabilities and to in
clude the cash in the trustee’s hands among the current assets, would
probably be misleading because it would distort the real current asset
and current liability, or working capital, ratio. It would probably be
best to show the bonds under the fixed liability caption with a clear
statement as to their maturity, and to show the cash under a sinkingfund heading with an equally clear statement as to the use to be made
thereof in the near future.
(C) The bonds maturing eighteen years hence should be shown
as fixed liabilities.

(D) The note maturing on the following February 1st, should be
shown as a current liability; the other two should be shown as fixed
liabilities.

(E) If the attorney’s estimate is a reasonable one, the reserve
should be for $35,000.00. Presumably the reserve will be set up by
a charge to profit-and-loss, and the profits should not be under-stated
by setting up a reserve of more than the probable expense. The re
maining $15,000.00 may, if desired, be set up out of surplus.

No. 5 (23 points):
You are requested to make an audit of a concern which keeps its
books on a cash basis and you receive instructions to prepare a revised
statement of profit-and-loss and surplus for the year ended Decem
ber 31, 1921, and a revised balance-sheet as at January 1, 1922, upon
an accrued basis. The books of the company were closed at the end
of each year and had been closed for 1921 prior to the commencement
of your audit.
What entries would be necessary to bring the books into con
formity with your statements, so far as the following insurance ac
count is concerned?
What would be the amount of insurance shown on your profitand-loss account and what items, taken from this account, would ap
pear on the balance-sheet?
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Insurance Account
Debits
2 Premium on fire insurance policy (build
ing) covering period from 8/1/20 to
7/31/22 ............................. $2,400.00
Aug. 15 Premium on fire insurance policy on stock
of goods — period from 8/1/20 to
7/31/21 .............................
1,800.00
Sept. 1 Premiums on employees’ fidelity bonds—
period from 8/1/20 to 7/31/21 . 3,000.00
Oct. 25 Shortage of R. Jones to be reimbursed by
Fidelity Insurance Company .
900.00
------------

1920
July

1921
Feb.

Mar.
Apr.

July

Aug.
Aug.
Dec.

8 Premium on liability insurance on trucks
and salesmen’s autos—8/1/20 to 7/31/21 $4,500.00
31 Fire insurance on new building during
construction—3/31/21 to 7/31/21 . 7,500.00
5 Additional premium on fire insurance
(building) due to increased valuation—
4/15/21 to 7/31/21 .........
250.00
1 Premium on fire insurance policy (build
ing) 7/1/21 to 6/30/22, covering new
building and increased valuation of old
building ....................
1,500.00
1 Premium on fire insurance policy on stock
of goods—period 8/1/21 to 7/31/22...
1,400.00
1 Premiums on employees’ fidelity bonds—
8/1/21 to 7/31/22 ...........
3,000.00
15 Defalcation of P. Smith to be reimbursed
by Fidelity Insurance Company in 1922 2,000.00
------------

$8,100.00

$20,150.00

1920
Credits
Dec. 1 Refund due to reduction in rate on fire
insurance on building—period 12/1/20
to 7/31/22 ....................... $ 200.00
Dec. 31 Transfer to profit-and-loss to close out
account .............................
7,900.00

------------

$8,100.00

------------

$20,150.00

1921
Apr. 15 Payment by Fidelity Insurance Company,
reimbursement for loss—R. Jones—
10/25/20 ........................... $ 900.00
Dec. 31 Transfer to profit-and-loss to close out
account ............................. 19,250.00
1921
Dec. 31 Premium on liability insurance on trucks
and autos—period 8/1/21 to 7/31/22,
amounting to $4,500.00—had not been
paid.
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149
900
19,250
$20,150

=
7,900
8,100

200

4-15-21
7-1-21
8-1-21
8-1-21

250
1,500
1,400
3,000
2,000
20,150
4,500

12-1-20

8-1-21

7-31-21

8-1-20

8-1-20
8-1-20
8-1-20

12

7

12

7-31-22 20

7-31-22

7-31-21
3½
6-30-22 12
7-31-22 12
7-31-22 12

5

7-31-22 24
7-31-21 12
7-31-21 12

1

12

5

5
5

6

3½

7

7

7

6
7

1,875.00

5 12 7
5 7
5 7

I nsurance Account
Period covered
Distribution
From
To Mos. '20 '21 '22

of the

Distribution of insurance expense by y ears ...................................
Charges by years—as books were closed ....................................
Correction .........................................................................................

Apr. 15 Payment by Fidelity Ins. Co. (e)
Dec. 31 Charge to profit-and-loss .........

1921

Dec. 1 Refund ......................................
Dec. 31 Charge to profit-and-loss .......

1920

Dec. 31 Premium not paid .............. (d)

Mar. 31 Insurance on building during
construction .. (b)
7,500
Apr. 5 Insurance on building .............
July
1 Fire insurance—building ..........
Aug. 1 Fire insurance—stock .............
Aug. 1 Employees’ fidelity bonds ........
Dec. 15 Defalcation—P. Smith ........ (c)

8 Liability insurance, trucks and
autos .................
4,500

$8,100

Feb.

1921

A nalysis
Payment

Sept.
1 Employees’ fidelity bonds .......
Oct. 25 Shortage of R. Jo n es ......... (a)

2 Fire insurance—building .......
15 Fire insurance—stock ............

Debits
$2,400
1,800
3,000
900

July
Aug.

1920

Solution:
Date

11,213.33
19,250.00
$8,036.67

(g

(f )

)

120.00

1 1,333.33

1,875.00

250.00
750.00
583.33
1,250.00

$1,200.00
1,050.00
1,750.00

1921

4,365.00
7,900.00
$3,535.00

10.00

4,375.00

_______

2,625.00

$500.00
750.00
1,250.00

1920

(h)

$6,571.67

6,571.67

70.00

Credits

2,625.00
6,641.67

750.00
816.67
1,750.00

$700.00

1922

Students’ Department
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(a) Should have been charged to Fidelity Insurance Company.
May be ignored now, because offset by (e).
(b) Should have been charged to the building account, since it
was paid for insurance during the construction period.
(c) Should have been charged to Fidelity Insurance Company.
(d) Should be credited to the insurance company or the brokers.
(e) Should have been credited to Fidelity Insurance Company.
Offsets (a) above.
(f) Credit to surplus as of January 1, 1921.
(g) Credit to profit-and-loss—1921.
(h) Charge to unexpired insurance.
Building account ....................................................... $7,500.00
Fidelity Insurance Company ....................................
2,000.00
Unexpired insurance ................................................
6,571.67
Insurance company or brokers ................
$4,500.00
Surplus—as of January 1, 1921 ................
3,535.00
Profit-and-loss—1921 ..................................
8,036.67
To adjust the books in accordance with the
analysis of the insurance account.
The profit-and-loss statement for 1921 should have a charge for
insurance of $11,213.33. The balance-sheet as of January 1, 1922 (or
in reality December 31, 1921), would have the following items:
Addition to building account .................... $7,500.00
Charge to Fidelity Insurance Company... 2,000.00
Unexpired insurance ..................................
6,571.67
Liability for insurance not paid for .........
4,500.00

The March 31, 1921, item of $7,500.00 is said to be for insurance
on the building during the construction period, and hence is charged
to the building. This item indicates that the construction period ex
tends to July 31, 1921. On July 1, an additional premium of $1,500.00
is paid for insurance on the old and the new buildings, beginning
July 1. If the construction period for the new building really ex
tends to July 31st, it would seem that a portion of the $1,500.00 is
insurance on the new building during construction but there is no informa
tion by which a distribution can be made between the premium on
the old and the premium on the new building. Hence the entire
$1,500.00 is charged to operations.
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